(4- 2000)
SI MPLI FI ED EMPLOYEE PENSI ON ( SEP)

Li sting of Required Mdifications and |Information Package (LRMWs)
(For use with prototype SEPs intending to satisfy the
requi renments of Code 8§ 408(k).)

This informati on package contains sanples of plan provisions that
satisfy certain specific requirenents of the Internal Revenue
Code, as anended through the Internal Revenue Service
Restructuring and Reform Act of 1998 (P.L. 105-206). Such

| anguage may or may not be acceptable in specific plans,
dependi ng on the context.

We have prepared this package to assist sponsors who are drafting
SEPs. To expedite the review process, sponsors are encouraged to
use the language in this package.

Underlined material reflects changes to the 7-1994 version of
t hese LRMs.

1. Statenent of Requirenent: Participation Requirenents, Code
88 408(k)(2) and 408(k) (7).

Sanmpl e Pl an Language:

The SEP shall cover each enployee (including all enployees of
controll ed groups as described in Code 8§ 414(b), groups under
common control as described in Code § 414(c), and affiliated
service groups as described in Code § 414(m, and all |eased
enpl oyees who are not enpl oyees of the enployer but are required
to be treated as enpl oyees of the enployer under Code § 414(n),
and all enpl oyees required to be aggregated under Code § 414(0))
who:

(a) has attained the age of (cannot exceed 21),
(b) has performed service for the enployer during at |east

(cannot exceed 3) of the immediately preceding 5
cal endar years, and



(c) has received at least $ (cannot exceed $300, as
adjusted for the cost of living in accordance with Code
8 408(k)(8)) of conpensation fromthe enployer during the
cal endar year.

(Note to reviewer: These LRVMs assunme the SEP is nmintained on a
cal endar -year basis; however a prototype SEP may provide for an
el ecti on whereby an enpl oyer may el ect to use either the cal endar
year or its taxable year for participation and
contribution/allocation purposes. The sane "year" nust be used
for both participation and contribution/allocation purposes. The
SEP must provide that if the enployer already nmaintains a SEP and
desires to change the SEP's "year," an enpl oyee who has any
service during the short year nust be given credit for that
service in determ ning whether he or she has perfornmed service in
3 of the last 5 years. Such an enpl oyee nust al so receive a
contribution for the short year if he or she would have been
entitled to a contribution for the "year” in which the short year
begins if there had been no change.)

For purposes of determ ning which enployees are eligible to
participate, the foll ow ng enpl oyees are excluded from
consi derati on:

(a) nonresident aliens who receive no earned inconme fromthe
enpl oyer which constitutes incone fromsources within the
United States, and

(b) enployees included in a unit of enployees covered by a
col | ective bargaining agreenent, if retirenment benefits were
t he subj ect of good faith bargaining.

2. Statenment of Requirement: Definite witten allocation
formul a, Code 8§ 408(k)(5)(A).

Sanmpl e Pl an Language:

Each enpl oyee who satisfies the eligibility requirenents of
section will share in an allocation as determned in
section

(Note to reviewer: The first blank should contain the section of
the plan that corresponds to LRM1 and the second bl ank shoul d
contain the section of the plan that corresponds to LRM 3.)



3. Statement of Requirenent: Nondiscrimnation and definite
witten allocation fornula, Code 88 408(k)(3) and
408(k) (5) (B).

Sanmpl e Pl an Language:

(Use as alternatives)

(a) Definite contribution formula

The enpl oyer will contribute to each participant's | RA an anount
equal to the | esser of % (not to exceed 15% of the

participant's conpensation for the cal endar year or $30,000, as
adj usted under Code 8§ 415(d). For purposes of the 15%limtation

described in the preceding sentence, conpensati on does not

i ncl ude any amounts contri buted by the enpl oyer pursuant to a
sal ary reduction agreenent and which is not includible in the
gross i nconme of the enpl oyee under Code 88 125, 402(e)(3),
402(h) (1) (B) or 403(b).

(b) Definite integrated contribution formula

Subject to the overall permtted disparity limts, the enpl oyer
wll contribute to each participant's I RA an anmobunt equal to

% ("base contribution percentage,” not |ess than 3% of
the participant's conpensation for the cal endar year, up to the
integration | evel plus % ("excess contribution
percentage,” not |less than 3% and not to exceed the base
contribution percentage by nore than the |l esser of: (1) the base
contribution percentage, or (2) the maxi mumdisparity rate) of
the participant's conpensation in excess of the integration
| evel . However, for any participant who has exceeded the
cunmul ative permtted disparity limt, the enployer wll
contribute an anmount equal to the excess contribution percentage
multiplied by the participant's total conpensation.

Overall permtted disparity limts:

Annual overall permtted disparity limt: Notw thstanding the
precedi ng paragraph, for any cal endar year this SEP benefits any
partici pant who benefits under another SEP or qualified plan
described in Code § 401(a) nmintained by the enpl oyer that
provides for permtted disparity (or inputes disparity), the
enpl oyer will contribute an amount equal to the excess
contribution percentage nmultiplied by the participant's total
conpensati on.



Cumul ative permtted disparity imt: Effective for cal endar
years begi nning on or after January 1, 1995, the cunul ative
permtted disparity limt for a participant is 35 total

cunul ative permtted disparity years. Total cunulative permtted
di sparity years nmeans the nunber of years credited to the
participant for allocation or accrual purposes under this SEP or
any other SEP or any qualified plan described in Code § 401(a)
(whether or not term nated) ever nmintained by the enployer. For
pur poses of determning the participant's cunul ative permtted
disparity limt, all years ending in the sane cal endar year are
treated as the sane year. |If the participant has not benefited
under a defined benefit or target benefit plan for any year

begi nning on or after January 1, 1994, the participant has no
cunmul ative permtted disparity limt.

The integration | evel shall be equal to the taxabl e wage base or
such | esser anount el ected by the enpl oyer below. The taxable
wage base is the contribution and benefit base in effect under

§ 230 of the Social Security Act at the beginning of the year.
The integration level is equal to:

[ ] the taxable wage base ("TWB")

[ ] % of the TWB (not to exceed 100%

(Note to reviewer: A sponsor may not permt the enployer to
el ect a stated dollar anobunt as the integration |evel.)

The maxi num di sparity rate is equal to the | esser of:
(i) 5.7% or

(i1i1) the applicable percentage determ ned in accordance with the
t abl e bel ow.



If the integration |evel:

is nore than but not nore than t he
appl i cabl e
percentage is:

$0 X* 5. 7%
X* 80% of TWB 4. 3%
80% of TWB Y** 5. 4%

*X = the greater of $10,000 or 20% of the TVB
**Y = any anmount nore than 80% of the TWB but | ess
t han 100% of the TWB.

If the integration level is equal to the taxable wage base, the
appl i cabl e percentage is 5. 7%

In no event can the anount allocated to each participant's |IRA
exceed the | esser of 15% of the participant's conpensation or
$30, 000, as adjusted under Code 8§ 415(d). For purposes of the
15% limtation described in the precedi ng sentence, conpensation
does not include any anounts contri buted by the enpl oyer pursuant

to a salary reduction agreenent and which is not includible in
the gross inconme of the enpl oyee under Code 88 125, 402(e)(3),
402(h) (1) (B) or 403(b).

(c) Discretionary contribution formula

The enpl oyer's contribution for each cal endar year shall be
allocated to the I RA of each participant in the sane ratio that
the participant's conpensation bears to all participants
conpensation for that year. The anount allocated to each
participant's IRAwW Il be limted to the |lesser of 15% of the
participant's conpensati on or $30,000, as adjusted under Code
8§ 415(d). For purposes of the 15%Ilimtation described in the
precedi ng sentence, conpensation does not include any anpbunts
contributed by the enpl oyer pursuant to a salary reduction
agreenent and which is not includible in the gross incone of the
enpl oyee under Code 88 125, 402(e)(3), 402(h)(1)(B) or 403(b).




(d) Discretionary integrated contribution fornula

Enpl oyer contributions for the cal endar year wwll be allocated to
participants' I RAs as foll ows:

STEP ONE: Contributions will be allocated to each participant's
IRA in the ratio that the participant's total conpensation bears
to all participants' total conpensation, but not in excess of 3%
of the participant's conpensati on.

STEP TWO.  Any contributions remaining after the allocation in
Step One will be allocated to each participant's IRAin the ratio
that the participant's conpensation for the cal endar year in
excess of the integration |level bears to the excess conpensation
of all participants, but not in excess of 3% of the participant's
conpensation. For purposes of this Step Two, in the case of any
partici pant who has exceeded the cunul ative permtted disparity
limt described bel ow, such participant's total conpensation for
t he cal endar year will be taken into account.

STEP THREE: Any contributions remaining after the allocation in
Step Two will be allocated to each participant's IRAin the ratio
that the sumof the participant's total conpensation and
conpensation in excess of the integration |l evel bears to the sum
of all participants' total conpensation and conpensation in
excess of the integration |level, but not in excess of the nmaxi mum
disparity rate. For purposes of this Step Three, in the case of
any participant who has exceeded the cumul ative permtted
disparity limt described below, 2 tinmes such participant's tota
conpensation for the cal endar year will be taken into account.

STEP FOUR: Any remaining enployer contributions wll be

all ocated to each participant's IRAin the ratio that each
participant's total conpensation for the cal endar year bears to
all participants' total conpensation for that year.

Overall permtted disparity limts:

Annual overall permtted disparity limt: Notw thstanding the
precedi ng paragraphs, for any cal endar year this SEP benefits any
partici pant who benefits under another SEP or qualified plan
described in Code § 401(a) mmintained by the enpl oyer that
provides for permtted disparity (or inputes disparity), enployer
contributions will be allocated to each participant's IIRAin the
ratio that the participant's total conpensation for the cal endar
year bears to all participants' total conpensation for that year.



Cumul ative permtted disparity imt: Effective for cal endar
years begi nning on or after January 1, 1995, the cunul ative
permtted disparity limt for a participant is 35 total

cunul ative permtted disparity years. Total cunulative permtted
di sparity years nmeans the nunber of years credited to the
participant for allocation or accrual purposes under this SEP or
any other SEP or any qualified plan described in Code § 401(a)
(whether or not term nated) ever nmintained by the enployer. For
pur poses of determning the participant's cunul ative permtted
disparity limt, all years ending in the sane cal endar year are
treated as the sane year. |If the participant has not benefited
under a defined benefit or target benefit plan for any year

begi nning on or after January 1, 1994, the participant has no
cunmul ative permtted disparity limt.

The integration | evel shall be equal to the taxabl e wage base or
such | esser anount el ected by the enpl oyer below. The taxable
wage base is the contribution and benefit base in effect under

§ 230 of the Social Security Act at the beginning of the year.
The integration level is equal to:

[ ] the taxable wage base ("TWB")

[ ] % of the TWB (not to exceed 100%

(Note to reviewer: A sponsor may not permt the enployer to
el ect a stated dollar anobunt as the integration |evel.)

The maxi num di sparity rate is equal to the | esser of:
(1) 2.7% or

(i1i1) the applicable percentage determ ned in accordance with the
t abl e bel ow.



If the integration |evel:

is nore than but not nore than t he
appl i cabl e
percentage is:

$0 X* 2. 7%
X* 80% of TWB 1. 3%
80% of TWB Y** 2. 4%

*X = the greater of $10,000 or 20% of the TVB
**Y = any anmount nore than 80% of the TWB but |ess
t han 100% of the TWB.

If the integration level is equal to the taxable wage base, the
applicabl e percentage is 2. 7%

In no event can the anount allocated to each participant's |IRA
exceed the | esser of 15% of the participant's conpensation or
$30, 000, as adjusted under Code § 415(d). For purposes of the
15% limtation described in the precedi ng sentence, conpensation
does not include any anounts contri buted by the enpl oyer pursuant

to a salary reduction agreenent and which is not includible in
the gross incone of the enpl oyee under Code 8§ 125, 402(e)(3),
402(h) (1) (B) or 403(b).

4. Reserved

5. Statenent of Requirenent: Approved |IRAs, Rev. Proc. 87-50,
1987-2 C. B. 647.
Sanmpl e Pl an Language:

Thi s agreenent nust be used with an Internal Revenue Service
nodel traditional I RA or a Service-approved prototype traditional

| RA.

6. Statenent of Requirement: Wthdrawals nust be permtted,
Code § 408(k)(4).



(Note to reviewer: The sponsor nust del ete any | anguage that
prohi bits withdrawal s by participants fromtheir |RAs.)

7. Statenent of Requirement: Definition of conpensation, Code
8 408(k)(7)(B).

Sanmpl e Pl an Language:
Conpensation shall nean:

[ ] Information required to be reported under Code 88 6041,
6051 and 6052 (wages, tips and other conpensation as reported on
Form W2). Conpensation is defined as wages within the meani ng
of Code 8§ 3401(a) and all other payments of conpensation to an
enpl oyee by the enployer (in the course of the enployer's trade
or business) for which the enployer is required to furnish the
enpl oyee a witten statenment under Code 88 6041(d), 6051(a)(3)
and 6052. Conpensation nust be determ ned without regard to any
rul es under Code § 3401(a) that limt the renmuneration included
i n wages based on the nature or |ocation of the enploynent or the
services perfornmed (such as the exception for agricultural | abor
in Code 8§ 3401(a)(2)).

[ ] Section 3401(a) wages. Conpensation is defined as wages
wi thin the neaning of Code § 3401(a) for the purposes of incone
tax wi thholding at the source but determ ned without regard to
any rules that limt the renuneration included in wages based on
the nature or location of the enploynment or the services
performed (such as the exception for agricultural |abor in Code
§ 3401(a)(2)).

[ ] 415 safe-harbor conpensation. Conpensation is defined as
wages, salaries, and fees for professional services and ot her
anounts received (wthout regard to whether or not an amount is
paid in cash) for personal services actually rendered in the
course of enploynent with the enpl oyer maintaining the SEP to the
extent that the anobunts are includible in gross incone
(including, but not imted to, comm ssions paid sal esnen,
conpensation for services on the basis of a percentage of

profits, conmm ssions on insurance prem uns, tips, bonuses, fringe
benefits, and rei nbursenents or other expense all owances under a
nonaccount abl e plan (as described in Regulations 8§ 1.61-2(c)),
and excluding the foll ow ng:

(a) Enployer contributions to a plan of deferred
conpensati on which are not includible in the enpl oyee's gross



i ncone for the taxable year in which contributed, or enployer
contributions under a SEP, or any distributions froma plan of
deferred conpensati on

(b) Amounts realized fromthe exercise of a non-qualified
stock option, or when restricted stock (or property) held by the
enpl oyee either beconmes freely transferable or is no | onger
subject to a substantial risk of forfeiture;

(c) Amunts realized fromthe sale, exchange or other
di sposition of stock acquired under a qualified stock option; and

(d) O her amobunts which received special tax benefits, or
contributions nade by the enpl oyer (whether or not under a salary
reducti on agreenent) towards the purchase of an annuity contract
described in Code 8 403(b) (whether or not the contributions are
actually excludible fromthe gross inconme of the enployee).

For any sel f-enployed individual covered under the SEP,
conpensation will nean earned incone.

Conmpensation shall include only that conpensation which is
actually paid or made available to the participant during the
year.

(Note to reviewer: The sanme "year" nust be used for cal cul ating
conpensation as is used for participation. See the Note to
reviewer at the end of LRM 1.)

Compensation shall include any amount which is contributed by the
enpl oyer pursuant to a salary reduction agreenent and which is
not includible in the gross inconme of the enpl oyee under Code

8§88 125, 402(e)(3), 402(h)(1)(B) or 403(b).

The annual conpensation of each participant taken into account
under the SEP for any year shall not exceed $150, 000, as adj usted
for increases in the cost of living in accordance with Code

8 401(a)(17)(B). If the SEP determ nes conpensation for a period
of time that contains fewer than 12 cal endar nonths, then the
annual conpensation Iimt is an anmount equal to the annual
conpensation limt for the cal endar year in which the
conpensati on period begins nultiplied by a fraction, the
nuner at or of which is the nunber of full nonths in the short
conpensati on period, and the denom nator of which is 12.
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